Question 2: Restrictions on trade

Assume that a quota is imposed on imports of good X. Answer the following
questions using the information in the diagram below:
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Figure 3.5

1. What is the volume of the qucta imposed? 700 Gfké (1 mark)

2. Calculate the value of imports (import expenditure or export revenue) under free
trade . 2 I
1,350 x €60 = {7?}‘&@4 L maris)

3. Calculate the revenues earned by domestic producers under free trade

45'17)( E Ly = 62-?&,({0]}\ (2 marks)

4. Calculate consumer expenditures of the good under free trade (2 marks)
JFSo % €600 {IO-S-'mﬂm\.
5. Calculate the change in the volume of imports as a result of the quota
2 marks
|300 -F> = 60 éss.. ( J
6. How much did consumers spend on the good after the quota was imposed?

& %SOD X |¢0d = (‘O‘Sm[{w/\. (2 marks)
7. What can you infer about the price elasticity of demand (PED) for the good given

th h th ket?
e price change in emar(e /)éo 5 oS reacree CPJ ﬂﬁmarl{s]

8. Calculate the size oft e quota rentsf(area 3). Who rns these rents? 7

' 05 - I (2 marks)

Yo, oo =
9. Calculate the resulting decrease in consumey’su rplu? (2 marks)
[+243+G = ISOO x k@ + ~EBTO = (2 367, Soo
10. Calculate the resultlng increase in domestic producer surplus. (2 marks)
len = = €862 sso

11. What'do Areas 2 & 4 represent respectwely” (4 marks)
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Question 3: Restrictions on trade

Assume that a subsidy is granted to the producers of good X. Answer the following
questions using the information in the diagram below:
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Figure 3.6
1. What is the size of the subsidy granted (on a per unit basis)?{i/s (1 mark)

2. Calculate the value of imports (import expenditure) under conditions of free
trade. g 2 k
ade Zgo o %150 <= gfﬂi-gn«,ﬂw& e TnETics)

3. Calculate the revenue earned by domestic producers under free trade

2 marks
/o x\So = fﬁSMJjW\ ( )
4. Calculate the change in the volume of imports as a result of the subsidy

46 2 TSo,00  Alor = 0,00 (2 markS)“{;SZOo@

5. Cdlculate the change to domestic producer revenue after the subsidy S

A tr. = /€S x ¢So,600 - g?“zgnﬂcm ,-37-3'1A (3 marks)

¢ 7S pullor (nCm3e
. Calculate the total cost of the subsidy to the government 2 marks)
o000 = Q—’;‘Sniﬁm ;
7. Calculate the resulting production inefficiency (2 marks)
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